KEEGAN, WERLIN & PABIAN, LLP

ATTORNEYS AT LAW
265 FRANKLIN STREET
BOSTON, MASSACHUSETTS 02110-31 1 3 TELECOPIERS:

(617)951- 1354
(&17)951-1400 (617)951- 05886

November 2, 2004

Mary L. Cottrell, Secretary

Department of Telecommunication and Energy
One South Station, 2™ Floor

Boston, MA 02202

Re:  D.T.E. 04-78 - Petition of Commonwealth Electric Company d/b/a NSTAR
Electric for Approvals Relating to the Assignment of Power Purchase Agreements
with Dartmouth PPA Holdings LLC

Dear Secretary Cottrell:

Enclosed please find the responses of Commonwealth Electric Company d/b/a
NSTAR Electric (“Commonwealth™) to discovery questions asked by the Department of
Telecommunications and Energy in the above-referenced proceeding, as listed on the
following Discovery Log. Please note that certain documents that are responsive to these
questions are confidential and are being filed under separate cover with the Attorney
General and the Hearing Officer only.

Thank you for your attention to this matter.

Viery truly yours,

bon Aol

@im K. Habib
cC: Service List

Joan Foster Evans, Hearing Officer (2)
Colleen McConnell, Assistant Attorney General )

Enclosures



LOG OF RESPONSES FILED

D.T.E. 04-78

November 2, 2004

AG-1-1 Filed October 19 Attachments AG-1-1 (), (b) and (¢)

AG-1-2 Filed October 22 Attachment AG-1-2 CONFIDENTIAL BULK (And
CD-ROM)

AG-1-3 Filed October 21 Attachment AG-1-3 CONFIDENTIAL (And CD-
ROM)

AG-1-4 Filed October 21 Attachment AG-1-4 (a)
Attachment AG-1-4 (b) CONFIDENTIAL
Attachment AG-1-4 (¢) CONFIDENTIAL
Attachment AG-1-4 (d) CONFIDENTIAL
Attachment AG-1-4 (¢) CONFIDENTIAL

AG-1-5 Filed October 22 Attachment AG-1-5 (a) CONFIDENTIAL
Attachment AG-1-5 (b) CONFIDENTIAL
Attachment AG-1-5 (¢) CONFIDENTIAL
Attachment AG-1-5 (d) CONFIDENTIAL
Attachment AG-1-5 (¢) CONFIDENTIAL
Attachment AG-1-5 (f) CONFIDENTIAL

AG-1-6 Filed October 22

AG-1-7 Filed October 19

AG-1-8 Filed October 19

AG-1-9 Filed October 21

AG-1-10 Filed October 21 Attachment AG-1-10 (a) CONFIDENTIAL (and CD-
ROM)
Attachment AG-1-10 (b) CONFIDENTIAL (and CD-
ROM)

AG-1-11 Filed October 21 Attachment AG-1-11

AG-1-12 Filed October 21 Attachment AG-1-12

AG-1-13 Filed October 21 Attachment AG-1-13 CONFIDENTIAL (and CD-
ROM)

AG-1-14 Filed October 21

AG-1-15 Filed October 21

AG-1-16 Filed October 21

AG-1-17 Filed October 21

AG-1-18 Filed October 21

AG-1-19 Filed October 21 Attachment AG-1-19 CONFIDENTIAL

AG-1-20 Filed October 21 Attachment AG-1-20 CONFIDENTIAL BULK

AG-1-21 Filed October 21

AG-1-22 Filed October 21

AG-1-23 Filed October 22

AG-1-24 Filed October 22 Attachment AG-1-24 CONFIDENTIAL (And CD-
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AG-1-25 Filed October 21 Attachment AG-1-25 BULK

AG-1-26 Filed October 21




AG-1-27 Filed October 21

AG-1-28 Filed October 21

AG-1-29 Filed October 19 Attachment AG-1-29 BULK
AG-1-30 Filed October 19 Attachment AG-1-30 CONFIDENTIAL
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Commonwealth Electric Company

Department of Telecommunications and Energy
D.T.E. 04-78

Information Request: DTE-1-3

November 2, 2004

Person Responsible: Robert B. Hevert

Page 1 of 1

Information Request DTE-1-3

Refer to Exh. NSTAR-RBH-6, pages 1-5. Please provide a working electronic copy in
Excel format with the formulas contained in the cells as well as all supporting
documentation.

Response

Please refer to Information Response AG-1-13, Attachment AG-1-13
CONFIDENTIAL for a working copy in Excel format of NSTAR-RBH-6, pages 1-5.



Commonwealth Electric Company

Department of Telecommunications and Energy
D.T.E. 04-78

Information Request: DTE-1-4

November 2, 2004

Person Responsible: Robert B. Hevert

Page 1 of 1

Information Request DTE-1-4

Refer to Exh. NTAR-RBH at 21-22. Please provide in Excel Format the repricing
scenarios submitted by Bidder A and Bidder B as well as the “counterparty” bids
“disaggregate(d)...into several components that would allow for a side-by-side
comparison of bids” showing that the Dartmouth bid was the lowest viable bid.

Response

Please refer to Attachment AG-1-2 (CONFIDENTIAL) for copies of the Dartmouth
bids, including: (1) Bidder A’s non-binding portfolio bid; (2) Bidder B’s non-binding
disaggregated Dartmouth bid,(3) Bidder C’s non-binding disaggregated Dartmouth bid,
(4) Bidder D’s Dartmouth-only bid and (5) Bidder E’s Dartmouth-only proposed bid,
Dartmouth-only alternate bid and January Dartmouth-only re-price. Please also refer to
Attachment DTE-1-4 for an Excel spreadsheet providing the disaggregated bids that
were received.
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Commonwealth Electric Company

Department of Telecommunications and Energy
D.T.E. 04-78

Information Request: DTE-1-5

November 2, 2004

Person Responsible: Robert B. Hevert

Page 1 of 1

Information Request DTE-1-5

Refer to Exh. NSTAR-RBH at 18, lines 18-20. Please provide the analysis that CEA
performed that “separately valued each PPA Entitlement to determine the total cost for
the energy and capacity over the term of the agreement”.

Response

Please refer to Attachment DTE-1-5 (CONFIDENTIAL CD-ROM) for the CEA
analysis that separately valued each PPA Entitlement.

This is the identical information provided in D.T.E. 04-61, Exhibit DTE-1-4,
Attachment DTE-1-4 Supplemental.



Commonwealth Electric Company

Department of Telecommunications and Energy
D.T.E. 04-78

Information Request: DTE-1-6

November 2, 2004

Person Responsible: Robert B. Hevert

Page 1 of 1

Information Request DTE-1-6

Refer to Exh. NSTAR-RBH-5. Please provide a working electronic copy in Excel
format with the formulas contained in the cells as well as all supporting documentation.

Response

Please refer to the response to Information Request AG-1-3, Attachment AG-1-3
CONFIDENTIAL for a working copy in Excel format of NSTAR-RBH-5.



Commonwealth Electric Company

Department of Telecommunications and Energy
D.T.E. 04-78

Information Request: DTE-1-7

November 2, 2004

Person Responsible: Robert B. Hevert

Page 1 of 1

Information Request DTE-1-7

Refer to Exh. NSTAR-RBH at 16 line 16, to 17 line 6, which refers to two pricing
options included in the PA Entitlement Bid Form. Please confirm which pricing option
NSTAR used in its D.T.E. 04-78 calculations, and explain why the Company chose that
particular pricing option. Provide prices bid by Bidder B, C, and D under both options.

Response

NSTAR Flectric used pricing option 1 for the calculations used in D.T.E. 04-78. This
pricing option was used because the Dartmouth PPA Entitlement includes both energy

and capacity pricing components. Please refer to the response to Information Request
AG-1-2, Attachment AG-1-2 for the amounts bid by Bidders A, B, C, D and E.



Commonwealth Electric Company

Department of Telecommunications and Energy
D.T.E. 04-78

Information Request: DTE-1-9

November 2, 2004

Person Responsible: Geoffrey O. Lubbock

Page 1 of 3

Information Request DTE-1-9

Refer to Exh. NSTAR-GOL-2, at 1 line 5. Please explain why the estimated tax savings
arising from the buyout and make whole tax deduction must be present valued. In
addition, provide a detailed calculation of the present value amount found on line 5.

Response

REDACTED RESPONSE
As stated in Exhibit DTE-1-14 in D.T.E. 04-61:

The objective of the securitization is that all benefits (and costs) flow to
the customers and the Company neither makes nor loses money from the
securitization. All the cash flows associated with the securitization are
present valued at the securitization rate to arrive at the securitization
amount.

The Company is allowed a current tax deduction when the buyout occurs
as well as a current tax deduction for any debt make whole provisions.
Because the Company is allowed a tax deduction it can avoid paying
federal and state taxes. This tax benefit reverses as the principal revenue
is received and is taxable (see response to Information Request DTE-1-
[10]). The amounts differ slightly because the securitization is not
exactly the same as the buyout amount due to the difference in present
valuing the tax streams. The difference in the timing represents the
interest the Company can earn on the tax differential, which is why the
tax streams are discounted at the securitization rate.

The calculation method and the following explanation is the same as that presented in
Exhibit DTE-1-14 in D.T.E. 04-61, replacing the amounts, company references and
exhibit references in the example to incorporate the payment to be made to Dartmouth:

For a detailed calculation of the present value amount of [REDACTED] million on
Exhibit NSTAR-GOL-2 CONFIDENTIAL, line 5 on page 1, please refer to page 2,
line 1 column C as shown on the reference. The explanation in Exhibit NSTAR-GOL,



Commonwealth Electric Company

Department of Telecommunications and Energy
D.T.E. 04-78

Information Request: DTE-1-9

November 2, 2004

Person Responsible: Geoffrey O. Lubbock

Page 2 of 3

page 20-21 gives a better explanation of how the taxes are calculated’.

The explanation of the tax deductions is laid out on page 3 of Exhibit NSTAR-GOL-2
(CONFIDENTIAL).

The 2005 State Tax is calculated on lines 1 through 10 of page 3. There is no State Tax
carryover, so a tax deduction that is lost in 2005 is lost forever. This is different from
Federal taxes where tax deductions can be carried forward or back. The State Tax
calculation begins with the State Income tax available for tax deductions. Once
deductions exceed income there is no tax recoverability. The Company’s tax
department advised that after the MASSPOWER securitization, there would be no
remaining 2005 income as shown on line 1. In addition, the [REDACTED] million
principal revenues on line 2 (as discussed in the response to Information Request DTE-
1-10) provide additional revenue for the year. Since the monthly principal payment is
[REDACTEDY] (page 2, rounded in column F), the total 2005 principal payment is nine
times the amount ((REDACTED] x 9 months=[REDACTED)]). The total revenues are
line 2 plus line 3, or [REDACTED]. Thus the maximum tax deduction is 6.5% times
this amount or [REDACTED]. This payment is split over the four quarters as shown on
lines 6 through 9 in accordance with the State regulations. Since the buyout and make-
whole provision is [REDACTED] (page 1, line 4), the potential tax deduction would
have been [REDACTED] [REDACTED] million times 6.5%), there is an
unrecoverable amount of state taxes of [REDACTED] ([REDACTED] less
[REDACTED])).

The Federal Tax calculation is calculated for the consolidated company. 2005 and 2006
are shown on lines 11 through 22. The federal tax deduction begins with the deductible
expense of [REDACTED] (page 3, line 18), which is reduced by the State Tax

Q. What is displayed in each of the columns?

A. Column B shows the total buyout amounts as shown on page 1 line 4. Column C shows the cash
inflow (avoidance of tax cash outflows — i.e., tax shields) to the Company from the deductibility
of the buyout and make-whole amounts. The Company must have sufficient income to make the
deductions. The tax payments are made quarterly for state tax purposes based on the forecast
income for the year as follows: 40 percent in March; 25 percent in June; 25 percent in
September; and 10 percent in December (as shown on page [3] lines [6] through [9]). Federal tax
payments are made on December 15™ each year. Column D shows the tax shield relating to the
issuance costs. The issuance costs on page 1, line 9 are divided by the 96 months over the eight-
year period and multiplied by the effective tax rate on page 3. Column E shows the tax that is
paid on the principal repayment from customers. It is calculated by multiplying the principal
repayment for each year as shown on column F and applying the state tax percentage (6.5
percent) for each quarter and applying the federal tax rate (page 3, line 24, being 32.725 percent
after the state tax deduction allowed for federal taxes) to arrive at the federal tax in December.



Commonwealth Electric Company

Department of Telecommunications and Energy
D.T.E. 04-78

Information Request: DTE-1-9

November 2, 2004

Person Responsible: Geoffrey O. Lubbock
Page 3 of 3

deduction of [REDACTED] (page 3, line 19 to arrive at the 2005 deductible amount.
However, the available income is less than this, resulting in a carryover to 2006. Line
16 shows the [REDACTED] estimate of the Consolidated Income for Federal Tax
purposes which was supplied by the Company’s tax department. To this the
[REDACTED] principal income from the Securitization revenues is added and the State
Tax deduction of [REDACTED] is deducted. This gives an available income level of
[REDACTED] (line 14) allowing a federal tax deduction of [REDACTED]
([REDACTED] times 35% Federal Tax rate). The [REDACTED] (line 20) carryover
to 2006 is the difference between [REDACTED] (line 18) and the 2005 Income of
[REDACTED] (line 19). This is multiplied by the 35% federal tax rate’ to arrive at the
[REDACTED] (line 22).

Thus the tax savings on page 2, lines 3 through 8 for column C can be found on page 3
lines 6 through 8 column C. The tax savings on page 2 line 11 (Dec-05) can be found by
adding lines 9 and 16 on page 3. The tax savings on page 2, line 23 (Dec-06) can be
found on page 3 line 22.

It should be noted that the State tax loss of [REDACTED], outlined above, is reduced
because of the lower state tax deductibility. This is shown on page 3, lines 25 through
27. To the extent that this deal inhibits the company from making State Tax deductions
that otherwise could have made, the deal reflects this additional cost. As discussed in
Exhibit NSTAR-GOL page 17 this forecasted amount will be trued-up. The State Tax
loss is a relatively small cost related to the buyout and is recovered by the Company
from the securitization which can be seen by the undiscounted total for the credit for
taxes on the “Tax Shield — Buyout” in column C line 99 of [REDACTED] being less
than the effective tax rate of 39.225% (page 3 line 24) times the Buyout and Make
Whole [REDACTED] to give a tax shield of [REDACTED]. The difference of
[REDACTED] is reconciled on page 3 line 28.

The tax payments are present valued on line 1 at the securitization rate divided by 12 to
arrive at a monthly securitization rate.

The Federal tax rate (page 5) is 35% and is applied to the income after it is reduced by the 6.5% State
taxes which are deductible for Federal taxes. As shown on line 23 an effective overall rate (Federal Plus
State) can be calculated as a shortcut to give a rate of 39.225%. This could be viewed as an effective tax
rate of 6.5% for State Taxes and $32.725% for Federal Taxes on income before the State tax deduction.



Commonwealth Electric Company

Department of Telecommunications and Energy
D.T.E. 04-78

Information Request: DTE-1-13

November 2, 2004

Person Responsible: Geoffrey. O. Lubbock
Page 1 of 1

Information Request DTE-1-13

Refer to Exh. NSTAR-GOL at 12. Please provide a hard copy and, if available, an
electronic copy in Excel format with the formulas contained in the cells Exh. COM-JFL-
1 (Supp) from D.T.E. 03-118.

Response

As provided in Exhibit DTE-1-4 in D.T.E. 4-60 and in Exhibit DTE-1-18 in D.T.E. 04-
61, please refer to Attachment DTE-1-13 for a hard copy of Exh. COM-JFL-1 (Supp)
from D.T.E. 03-118. This attachment is also being provided in Excel format.
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Commonwealth Electric Company

Department of Telecommunications and Energy
D.T.E. 04-78

Information Request: DTE-1-14

November 2, 2004

Person Responsible: Geoffrey O. Lubbock

Page 1 of 1

Information Request DTE-1-14

Refer to Exh. NSTAR-GOL at 13. Please provide a hard copy and if available, an
electronic copy in Excel format with the formulas contained in the cells Exc. COM-JFL-
6 (Supp) from D.T.E. 03-118.

Response

As provided in Exhibit DTE-1-5 in D.T.E. 04-60 and in Exhibit DTE-1-19 in D.T.E. 04-
61, please refer to Attachment DTE-1-14 for a hard copy of Exh. COM-JFL-6 (Supp)
from D.T.E. 03-118. This attachment is also being provided in Excel format.
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Commonwealth Electric Company

Department of Telecommunications and Energy
D.T.E. 04-78

Information Request: DTE-1-15

November 2, 2004

Person Responsible: Geoffrey O. Lubbock

Page 1 of 1

Information Request DTE-1-15

Refer to Exh. NSTAR-GOL at 13. The Company stated that it would allocate the
consulting and legal costs for the 2003 Auction based on the savings by contract. Please
explain in detail how the allocation will be made and identify whether the allocation
factor is based on gross savings or the net present value of the savings.

Response

As discussed in Exhibit DTE-1-6 in D.T.E. 04-60, Exhibit DTE-1-20 in D.T.E. 04-61
and Exhibit DTE-1-17 in D.T.E. 04-68, “the Company intends to allocate consulting and
legal costs on the basis of the net present value of the savings. The allocation would
work very simply. For illustrative purposes only, assuming the Company ultimately
successfully concludes negotiations on four separate contracts, the allocation would
work as follows:”

Description NPV Savings Percent of Total
Contract A $6 million 11.1%
Contract B 15 million 27.7%
Contract C 30 million 55.6%
Contract D 3 million 5.6%

Total $54 million 100.0%



Commonwealth Electric Company

Department of Telecommunications and Energy
D.T.E. 04-78

Information Request: DTE-1-16

November 2, 2004

Person Responsible: Geoffrey O. Lubbock

Page 1 of 1

Information Request DTE-1-16

Refer to Exh. NSTAR-GOL at 13. Please provide a projection of the consulting and
legal costs to be incurred by the Company to conduct the 2003 Auction and the
Dartmouth Termination Agreement. Will these costs reduce the estimated $30 million
in savings to ratepayers? Please provide all supplemental workpapers and calculations.

Response

As stated in Exhibit DTE-1-7 in D.T.E. 04-60, Exhibit DTE-1-21 in D.T.E. 04-61 and
Exhibit DTE-1-16 in D.T.E. 04-68, “the Company’s projection of consulting and legal
costs to conduct the 2003 Auction and all related regulatory filings is $1.1 million in
total. Of this amount, approximately $800,000 is the cost of consulting services to
conduct the auction and provide regulatory support. Legal costs in connection with
making the PPA filings at the Department are estimated at $300,000. These costs will
be part of the determination of the mitigation for all associated PPAs.”

As discussed in Exhibit DTE-1-6 in D.T.E. 04-60, in Exhibit NSTAR-GOL at 17-18,
and further clarified in the response to Information Request DTE-1-15, these costs will
be allocated to each of the contracts that the Company is successful in renegotiating as a
result of the 2003 Auction based on the total savings achieved. Assuming the Company
ultimately successfully consummates the five separate contracts that are thus far pending
and as docketed by the Department as D.T.E. 04-60, D.T.E. 04-61, D.T.E. 04-68, D.T.E.
04-78 and D.T.E. 04-85, which total approximately $345 million in total customer
savings, Dartmouth would be allocated approximately 9 percent of the consulting and
legal costs. To the extent that the Company is successful in negotiating the restructuring
or termination of additional contracts, the allocation of auction-related legal and
consultant costs relating to the 2003 Auction will be reduced proportionately.



Commonwealth Electric Company

Department of Telecommunications and Energy
D.T.E. 04-78

Information Request: DTE-1-17

November 2, 2004

Person Responsible: Geoffrey O. Lubbock
Page 1 of 1

Information Request DTE-1-17

Refer to Exh. NSTAR-COM-GOL-2. Based on a discount rate of 8.2 percent, $84.4
million in savings, and a net present value of $29.6 million, please identify the number
of years used for discounting. Provide all supporting calculations and workpapers.

Response

As similarly explained in Exhibit DTE-1-15 in D.T.E. 04-60, Exhibit DTE-1-23 in
D.T.E. 04-61 and Exhibit DTE-1-18 in D.T.E. 04-68, all years included in Exhibit
NSTAR-COM-GOL-2 (from 2004 through 2026) are used in the discounting to 2004
dollars. An electronic version of this exhibit has been provided on the
CONFIDENTIAL CD-ROM as a response to Information Request DTE-1-20.



Commonwealth Electric Company

Department of Telecommunications and Energy
D.T.E. 04-78

Information Request: DTE-1-18

November 2, 2004

Person Responsible: Geoffrey O. Lubbock

Page 1 of 1

Information Request DTE-1-18

Refer to Exh. NSTAR-COM-GOL-3, at 6. Please explain the basis for the forecast of
transition costs for the last seven months of 2004.

Response

As stated in Exhibit DTE-1-19 in D.T.E. 04-60, Exhibit DTE-1-25 in D.T.E. 04-61 and
Exhibit DTE-1-19 in D.T.E. 04-68, “the forecast of the transition costs in the last seven
months of 2004 is composed of three major categories: the fixed component, the
variable component and other adjustments. For the most part, the forecast for the last
seven months of 2004 are unchanged from the assumptions used when the Company last
filed its Transition Charge true-up in D.T.E. 03-118”, a copy of which has been provided
in response to Information Request DTE-1-13. However, the forecast for the variable
component does change because the Company developed a new forecast of PPA costs in
conjunction with the PPA auction.



Commonwealth Electric Company

Department of Telecommunications and Energy
D.T.E. 04-78

Information Request: DTE-1-19

November 2, 2004

Person Responsible: Geoffrey O. Lubbock

Page 1 of 1

Information Request DTE-1-19

Refer to Exh. NSTAR-COM-GOL-3, at 1, Column B. Please provide the GWH
delivered for the years 1998 through 2002.

Response

As presented in Exhibit DTE-1-19 in D.T.E. 04-60 and in Exhibit DTE-1-25 in D.T.E.
04-61, the actual GWH delivered is:

Year Commonwealth
1998 3,505.932
1999 3,757.997
2000 3,822.845
2001 3,873.766

2002 4,012.400



Commonwealth Electric Company

Department of Telecommunications and Energy
D.T.E. 04-78

Information Request: DTE-1-20

November 2, 2004

Person Responsible: Geoffrey O. Lubbock

Page 1 of 1

Information Request DTE-1-20

Please provide electronic copies of Exhs. NSTAR-COM-GOL-2, NSTAR-COM-GOL-
3, and NSTAR-COM-GOL-4 in Excel format with the formulas contained in the cells.
Please provide electronic copies of any supporting workpapers and data for the above
exhibits in Excel format with the formulas contained in the cells.

Response
CONFIDENTIAL ATTACHMENT

The requested electronic files are provided on CONFIDENTIAL CD-ROM.



Commonwealth Electric Company

Department of Telecommunications and Energy
D.T.E. 04-78

Information Request: DTE-1-23

November 2, 2004

Person Responsible: Geoffrey O. Lubbock

Page 1 of 1

Information Request DTE-1-23

Refer to Exh. NSTAR-GOL at 15-16. Please identify how much of the make whole
payments related to the Dartmouth buyout have been included in the MASSPOWER
buyout. Explain the company’s reasons for treating the make whole payments in this
manner.

Response

As shown on Exhibit NSTAR-GOL-2 CONFIDENTIAL, the Company has not
included any make whole or consent fee payments in this filing. These amounts were
included in the Company’s MASSPOWER filing, D.T.E. 04-61 and have been left out
of this filing to avoid double counting the payments. However, should the
MASSPOWER transaction not be consummated, then make whole or consent fee
payments (if any) would be included in this transaction.



Commonwealth Electric Company

Department of Telecommunications and Energy
D.T.E. 04-78

Information Request: DTE-1-24

November 2, 2004

Person Responsible: Geoffrey O. Lubbock

Page 1 of 1

Information Request DTE-1-24

Refer to Exh. NSTAR-GOL at 16. Please identify how much of the “other costs” related
to the Dartmouth buyout have been included in the MASSPOWER buyout. Explain the
Company’s reasons for treating the “other costs” in this manner.

Response

As shown on Exhibit NSTAR-GOL-2 CONFIDENTIAL, the Company has not
included any “Other Costs” in this filing. These amounts were included in the
Company’s MASSPOWER filing, D.T.E. 04-61 and have been left out of this filing to
avoid double counting the payments. However, should the MASSPOWER transaction
not be consummated, then other costs (if any) would be included in this transaction.



